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Motivation

• ZLB - a key nonlinearity 
– studied extensively

• High inflation period 
brought new phenomena

• What does this imply for 
symmetry in monetary 
policy (goals) in a new 
“polycrisis normal”?
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Main narrative

• Beyond a certain threshold rate, people start 
paying attention to inflation, firms start re-
setting prices faster.

• This threshold rate is possibly pretty low.

• Threshold effects may have relevant 
economic consequences.

• (How) Should it be considered in the design 
of monetary policy strategy?
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Attention to inflation
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Replicating Korenok et al. (2023) on Slovak data
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Attention to inflation

• Based on Bracha and 
Tang (2022), using 
detailed data from Joint 
Harmonised EU 
Consumer Survey

• How do you think
consumer prices have 
developed over the last 
12 months? (qualitative)

• (1-”Don’t know”) 
plotted as attentive 
consumers
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Attention to inflation - thresholds
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Source: Korenok et al. (2023)
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Does this matter?
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Source: Korenok et al. (2023)



Does this matter?

8Monetary policy in the polycrisis new normal

• Pfäuti (2024)

Supply shock 
pushes inflation 
above 
threshold

Agents update 
expectations 
more strongly

Higher 
expectations fuel 
more inflation

Inflation falls, 
people stop 
paying attention, 
expectations 
and inflation 
stuck



Does this narrative work?
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Does this narrative work?

Euro area: 
Expectations falling

faster than 
perceptions
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Does this narrative work?

• Higher inflation also brings
higher uncertainty

• Measure following Binder 
(2017)

• Round answers + “Don’t 
know

• Uncertainty associated with 
lower consumption
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Does this narrative work?
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Source: Marencak (forthcoming)

Attentive but uncertain people answering “I don’t know” conditional on providing a perceived 
inflation figure:

Source: Marencak (forthcoming)



Firms’ price setting
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Firms’ price setting

• Data from EC 
Harmonised Survey on 
whether firms expect 
prices to increase,
decrease or stay the 
same over the next 3 
months

• Retail sector: price re-
setting most closely 
linked to inflation

• Clear threshold effect 
(at 2.36 pct)
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Source: Marencak (forthcoming)



Policy implications?

• “Seeing through shocks” can be a risky strategy

• More forceful action on both sides of the target under IT

• How would alternative strategies perform?
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